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EXPOSURE DRAFTS
PROPOSED STATEMENT ON
AUDITING STANDARDS:
The Relationship of Generally Accepted
Auditing Standards to
Quality Control Standards
PROPOSED STATEMENT ON
QUALITY CONTROL STANDARDS:
System of Quality Control for a CPA Firm
APRIL 17, 1979

Proposed Statement on Auditing Standards
prepared by the AICPA Auditing Standards Board
Proposed Statement on Quality Control Standards
prepared by the AICPA Quality Control Standards Committee
For comments from persons interested in auditing and
the quality of auditing and accounting and review services
provided by CPA firms

Comments on the proposed Statement on Auditing Standards should
be directed to the AICPA Auditing Standards Division, File 4 1 1 0
Comments on the proposed Statement on Quality Control Standards should
be directed to the AICPA Quality Control Review Division, File 13-1
Comments should be received by June 18, 1979, and addressed to
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036

AICPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, New York 10036 (212)575-6200

April 17, 1979
To practice offices of CPA firms; members
of council; technical committee chairmen;
state society and chapter presidents,
directors, and committee chairmen; organizations
concerned with regulatory, supervisory,
or other public disclosure of financial
activities; persons who have requested copies:

Two exposure drafts accompany this letter. One is a proposed Statement on Auditing
Standards entitled "The Relationship of Generally Accepted Auditing Standards to
Quality Control Standards. " The other is a proposed Statement on Quality Control Standards entitled "System of Quality Control for a CPA Firm. "
The proposed Statement on Auditing Standards supersedes SAS No. 4, "Quality Control
Considerations for a Firm of Independent Auditors. " SAS No. 4 was issued in December
1974 because of a need to identify considerations affecting the policies and procedures of a firm of independent auditors related to the quality of its audit work. SAS
No. 4 identifies certain considerations—referred to as elements of quality
control—that apply to all CPA firms.
In September 1977, the AICPA Quality Control Standards Committee was formed as the
senior technical committee of the Institute designated to develop quality control
standards for the accounting and auditing practices of CPA firms . If guidance on quality control policies and procedures is retained in the auditing literature, the committee believes that confusion will exist about which body in the Institute is responsible for establishing quality control standards for CPA firms.
The AICPA Auditing Standards Board is proposing to replace SAS No . 4 with a new SAS that
recognizes the authority of the AICPA Quality Control Standards Committee while making clear that (1) existing standards are being maintained and (2) quality control
policies and procedures that a CPA firm establishes may affect the conduct of individual audit engagements. The proposed Statement on Auditing Standards describes the
relationship of auditing standards to quality control standards and provides that a
CPA firm should establish quality control policies and procedures to provide it with
reasonable assurance of conforming with generally accepted auditing standards.
The proposed Statement on Quality Control Standards is a reissuance of an earlier
proposal of the committee . The major change in this proposal is that it incorporates in
the body of the Statement the elements of quality control identified in SAS No. 4.
Comments or suggestions on any aspect of the exposure drafts are sought and will be
appreciated. Consideration of responses would be facilitated by explanations of the
underlying reasoning of comments or suggestions and identification of matters that
may have been overlooked. In developing standards, the relationship between the cost
imposed on society and the benefits reasonably expected to be derived is considered.
Thus, comments or suggestions related to this matter would be particularly appreciated.

Responses on the proposed Statement on Auditing Standards should be addressed to the
AICPA Auditing Standards Division, File 4110. Responses on the proposed Statement on
Quality Control Standards should be directed to the AICPA Quality Control Division,
File 13-1.
All responses should be received by June 18, 1979. Written comments on the exposure
drafts will become part of the public record and will be available for public inspection for one year at the offices of the American Institute of Certified Public Accountants after June 18, 1979.

Sincerely,

Philip B. Chenok, Chairman
Auditing Standards Board

Haldon G. Robinson, Chairman
Quality Control Standards
Committee

D. R. Carmichael
Vice President, Auditing

William C. Bruschi
Vice President, Review
and Regulation

PROPOSED STATEMENT ON AUDITING STANDARDS
THE RELATIONSHIP OF GENERALLY ACCEPTED
AUDITING STANDARDS TO QUALITY CONTROL STANDARDS
(This Statement supersedes Statement on Auditing Standards No. 4,
Quality Control Considerations for a Firm of Independent Auditors.)

1. The individual independent
auditor is responsible for compliance
with generally accepted auditing
standards in an audit engagement.
Rule 202 of the rules of conduct of
the code of professional ethics of the
American Institute of Certified Public Accountants requires members to
comply with such standards when
associated with financial statements.
2. Complying with generally accepted auditing standards is also an
objective of a CPA firm conducting
an audit practice. A CPA firm should
establish quality control policies and
procedures to provide the firm with

reasonable assurance of conforming
with generally accepted auditing
standards in its audit engagements.
The nature and extent of a CPA
firm's quality control policies and
procedures depend on a number of
factors, such as its size, the degree of
operating autonomy allowed its personnel and its practice offices, the
nature of its practice, its organization, and appropriate cost-benefit
considerations.
3. Generally accepted auditing
standards relate to the conduct of individual audit engagements; quality
control standards relate to the con-
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duct of a CPA firm's audit practice as
a whole. 1 Thus, generally accepted
auditing standards and quality control standards are related and the
quality control policies and procedures that a CPA firm adopts may
affect both the conduct of individual
audit engagements and the conduct
of a firm's audit practice as a whole.
4. The provisions of this Statement will become effective July 1,
1979.
1. The AICPA Quality Control Standards
Committee is the senior technical committee
of the Institute designated to issue pronouncements on quality control standards.

PROPOSED STATEMENT ON QUALITY CONTROL STANDARDS
SYSTEM OF QUALITY CONTROL FOR A CPA FIRM
(This statement provides that a CPA firm shall have a system of quality
control and describes elements of quality control and other matters
essential to the effective implementation of the system.)

1. Q u a l i t y c o n t r o l for a C P A
firm, as referred to in this statement,
applies to all auditing and accounting
and review services for which professional standards have b e e n established. 1 Although the provisions of
this statement may be applied to
other segments of a firm's practice,
such as providing tax services or
management advisory services, their
applicability to those segments of
practice is not prescribed by this
statement, except to the extent that
s u c h s e r v i c e s a r e a p a r t of t h e
a b o v e m e n t i o n e d auditing and accounting and review services.
2. A basic objective of a firm is to
p r o v i d e professional services that
conform with professional standards.
Underlying this objective is the presumption that the firm will consider
the integrity of individuals in determining its professional relationships,
that the firm and its people will b e
i n d e p e n d e n t of its clients to the extent required by the AICPA's rules
of conduct, and that the firm will assure itself that its personnel will b e
professionally competent, will be objective, and will exercise d u e professional care. 2 To provide itself with
r e a s o n a b l e assurance of achieving

1. Finn is defined in the AICPA rules of conduct as "A proprietorship, partnership, or professional corporation or association engaged in
the practice of public accounting, including
individual partners or shareholders thereof."
Professional standards as referred to in this
statement are those that relate to the professional qualities and performance of individual
members of the AICPA and, accordingly, include the rules of conduct of the AICPA, pronouncements of the auditing standards board
of the AICPA and its predecessor committees,
and pronouncements of the accounting and
review services committee of the AICPA.
2. Unless the text states otherwise, the term
personnel encompasses all of a firm's professionals performing services to which this
statement applies, and includes proprietors,
partners, principals, and stockholders or officers of professional corporations, and their professional employees.

this basic objective, a firm shall have;
a system of quality control.
SYSTEM OF QUALITY CONTROL
3. A system of quality control for
a firm encompasses the firm's org a n i z a t i o n a l s t r u c t u r e and t h e
policies adopted and procedures established to provide the firm with
reasonable assurance of conforming
with professional standards. The system of quality control should be appropriately comprehensive and suitably d e s i g n e d in relation to t h e
firm's organizational structure, its
policies, and the nature of its practice.
4. Any system of quality control
has inherent limitations that can reduce its effectiveness. Variance in
individual performance and unders t a n d i n g of professional r e q u i r e ments affects the d e g r e e of compliance with a firm's prescribed quality control policies and procedures
and, therefore, the effectiveness of
the system.
5. The system of quality control
of a United States firm should provide the firm with reasonable assurance that the segments of the firm's
e n g a g e m e n t s p e r f o r m e d by its
foreign offices or by its domestic or
foreign affiliates or correspondents
are performed in accordance with
professional standards in the United
States. 3
ESTABLISHMENT OF QUALITY
CONTROL POLICIES AND
PROCEDURES
6. T h e nature and extent of a
firm's quality control policies and
procedures depend on a n u m b e r of
3. A system that requires compliance with
the provisions of SAS no. 1, section 543, provides such reasonable assurance.
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factors, such as its size, the degree of
operating autonomy allowed its personnel and its practice offices, the
nature of its practice, its organization, and a p p r o p r i a t e cost/benefit
considerations. 4
7. A firm shall consider each of
the elements of quality control discussed below, to the extent applicable to its practice, in establishing its
quality control policies and procedures. The elements of quality control are interrelated. Thus, a firm's
hiring practices affect its policies as
to training. Training practices affect
policies as to promotion. Practices in
both categories affect policies as to
supervision. Practices as to supervision, in turn, affect policies as to
training and promotion.
a. Independence.
Policies and procedures should b e established to
provide the firm with reasonable
assurance that persons at all organizational levels maintain independence to the extent required
by the rules of c o n d u c t of t h e
AICPA. Rule 101 of the rules of
conduct contains examples of instances wherein a firm's i n d e p e n dence will b e considered to b e
impaired.
b. Assigning Personnel to Engagements.
Policies and procedures
for assigning p e r s o n n e l to e n gagements should b e established
to provide the firm with reasonable assurance that work will b e
performed by persons having the
degree of technical training and
proficiency r e q u i r e d in t h e circumstances. In making assignments, the nature and extent of
4. The Guide to Implement the Voluntary
Quality Control Review Program for CPA
Firms—Quality Control Policies and Procedures for Participating CPA Firms, which has
been issued by the AICPA under the voluntary quality control review program for CPA
firms, may be useful to a firm in considering
its quality control policies and procedures.
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supervision to be provided should
be taken into account. Generally,
the more able and experienced
the personnel assigned to a particular engagement, the less is the
need for direct supervision.
c. Consultation.
Policies and procedures for consultation should be
established to provide the firm
with reasonable assurance that
personnel will seek assistance, to
the extent required, from persons
having appropriate levels of
knowledge, competence, judgment, and authority. The nature
of the arrangements for consultation will depend on a number of
factors, including the size of the
firm and the levels of knowledge,
competence, and judgment possessed by the persons performing
the work.
d. Supervision.
Policies and procedures for the conduct and
supervision of work at all organizational levels should be established to provide the firm with
reasonable assurance that the
work performed meets the firm's
standards of quality. The extent of
supervision and review appropriate in a given instance depends on
many factors, including the complexity of the subject matter, the
qualifications of the persons performing the work, and the extent
of consultation available and used.
The responsibility of a firm for establishing procedures for supervision is distinct from the responsibility of a person to adequately
plan and supervise the work on a
particular engagement.
e. Hiring. Policies and procedures
for hiring should be established to
provide the firm with reasonable
assurance that those employed
possess the appropriate characteristics to enable them to perform competently. The quality of
a firm's work ultimately depends
on the integrity, competence, and
motivation of personnel who perform and supervise the work.
Thus, a firm's recruiting programs
are factors in maintaining such
quality.
f. Professional
Development.
Policies and procedures for professional development should be
established to provide the firm
with reasonable assurance that

EXPOSURE DRAFTS
personnel will have the knowledge required to enable them to
fulfill responsibilities assigned.
Continuing professional education and training activities enable
a firm to provide personnel with
the knowledge required to fulfill
responsibilities assigned to them
and to progress within the firm.
g. Advancement.
Policies and procedures for advancing personnel
should be established to provide
the firm with reasonable assurance that those selected for advancement will have the qualifications necessary for fulfillment of
the responsibilities they will be
called on to assume. Practices in
advancing personnel have important implications for the quality of
a firm's work. Qualifications that
personnel selected for advancement should possess include, but
are not limited to, character, intelligence, judgment, and motivation.
h. Acceptance and Continuance of
Clients. Policies and procedures
should be established for deciding
whether to accept or continue a
client in order to minimize the
likelihood of association with a
client whose management lacks
integrity. Suggesting that there
should be procedures for this
purpose does not imply that a firm
vouches for the integrity or reliability of a client, nor does it implythat a firm has a duty to anyone
but itself with respect to the acceptance, rejection, or retention
of clients. However, prudence
suggests that a firm be selective in
determining its professional relationships.
i. Inspection. Policies and procedures for inspection should be established to provide the firm with
reasonable assurance that the
procedures relating to the other
elements of quality control are
being effectively applied. Procedures for inspection may be developed and performed by individuals acting on behalf of the
firm's management. The type of
inspection procedures used will
depend on the controls established by the firm and the assignment of responsibilities within the
firm to implement its quality control policies and procedures.

ASSIGNMENT OF
RESPONSIBILITIES
8. A firm shall assign responsibilities to its personnel to the extent required to effectively implement its quality control policies and
procedures. In the assignment of responsibilities, appropriate consideration should be given to the competence of the individuals, the authority delegated to them, and the
extent of supervision provided.
COMMUNICATION
9. A firm shall communicate to
its personnel its quality control
policies and procedures in a manner
that will provide reasonable assurance that such policies and procedures are understood. The form and
extent of such communication
should be sufficiently comprehensive to provide the firm's personnel
with a readily available source of information concerning the quality
control policies and procedures applicable to them. The effectiveness
of communication ordinarily is enhanced by documenting the matters
communicated. The size, structure,
and nature of practice of the firm
should be considered in determining
the extent of documentation. Normally, documentation of quality control policies and procedures would
be expected to be more extensive in
a larger firm than in a smaller firm
and more extensive in a multi-office
firm than in a single-office firm.
MONITORING
10. A firm shall monitor the effectiveness of its system of quality
control by evaluating on a timely
basis its quality control policies and
procedures, assignment of responsibilities, and communication of
policies and procedures. The size,
structure, and nature of practice of a
firm influence both the requirements and the limitations of its
monitoring function. Implicit in the
monitoring function is timely modification of policies and procedures,
assignment of responsibilities, and
the form and extent of communication, as required by new authoritative pronouncements or by other
changes in circumstances, including
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those resulting from expansion of
practice or opening of offices, merging of firms, or acquiring of practices. Monitoring activities include,
but are not limited to, the quality
control element of inspection.
EFFECTIVE DATE

11. The provisions of this statement will become effective July 1,
1979.

NOTE: Statements on quality control standards are issued by the quality control standards committee, the
senior technical committee of the Institute designated to issue pronouncements on quality control
standards. Firms that are members
of the AICPA Division for CPA
Firms are obligated to adhere to
quality control standards promulgated by the Institute. All firms
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should be aware that they may be
called upon to justify departures
from this statement.

